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COSTA RICA: KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 


Projections 
1984 1985 1986 1987 


Domestic Econonly 
Population (millions) Z 2,569 2,638 2, 7U8 


Population growth (%) 2.7% 2.67% 2.67% 
GDP (in mill. of current dollars) ) 3,813 4,234 4,147 
Per capita GDP (current dollars) 1,484 1,605 1,531 
Real GDP (in 1966 colones, mill.) 9,8U8 10,219 10,525 
% change 1.U% 4.2% 3 % 
Consumer price index change 1U.9% 15.4% 15.5% 
(December to December) 


Production and loyment 
Labor force TL bots} 


Unemployment (March of each year) 


Balance of Payments 
Exports (FOB) 
Imports (CIF) 
Trade balance 
Current account balance 
Foreign debt (year end) 
Debt service paid 
Debt service unpaid/rescheduled 
Total debt service as % of 
merchandise exports 
Foreign exchange reserves (year end) 
Average exchange rate for year 
(colones per US $1.00) 


Central Government Finances 
Revenues 673.1 
Expenditures 819.0 
Deficit (-) or Surplus 145.9 
Deficit as % of GDP 3.4% 


U.S.-Costa Rica Trade 
Costa Rican exports to U.S. (FOUB) 333.3 436.2 
Costa Rican imports from U.S. (CIF) 394.3 408.2 
Trade balance - 61.6 Z 28.0 
U.S. share of Costa Rican exports 33. 4% 40.5% 
U.S. share of Costa Rican imports 35.8% 35.1% 
U.S. bilateral aid z 147.5 


Principal U.S. exports (1986): components for wearing apparel ($5sm), 
paper ($3lm), synthetic resins ($26m) 


Principal U.S. imports (1986): bananas ($195m), coftee ($98m), beet ($77m) 





SUMMARY* 


The first year of the new government headed by Uscar Arias 
(inaugurated May 8, 1986) showed encouraging signs of economic 
growth, led principally by favorable coffee prices and the growth of 
nontraditional exports, with government expenditures contributing to 
high rates of consumption early in the year. While the change in 
administration inevitably led to shifts in emphasis and 
Organizational delays in implementing programs, by year-end the 
economic priorities of the Arias Administration could be clearly 
discerned. These priorities combined economic stabilization with 
export-led growth and emphasis on housing, jobs, and restructuring 
of the agricultural sector. 


Costa Rica's economic growth outstripped its population growth in 
1986, providing higher real incomes for its citizens. Inflation 
remained modest, though slightly higher at the end of the year than 
the beginning. Wage policy continued to emphasize the maintenance 
of real incomes through periodic revisions of the minimum wage and 
the fixing of government salaries. A generally healthy economic 
environment combined with an active investment promotion proyram 
provided a positive climate for investment and trade activity. 
Although hard data are scarce, that which are available and 
anecdotal evidence suggest that during 1986 U.S. investment in Costa 
Rica rose. Several new American firms began operations here, 
especially in the textile sector, while some U.S. investors already 
established undertook significant new investment. U.S. exporters 
IMaintained their market share here, although total imports are 
constrained by the continuing balance-of-payments deficit. At the 
same time, U.S. importers greatly increased their purchases from 
Costa Rica as the country offered an increasing range of 
nontraditional products for export. Costa Rican membership in the 
GATT (General Agreement on Tariffs and Trade), currently under 
negotiation, should bring the country more fully into the world 
trading system and facilitate trade flows with the United States. 


The U.S Government continues to provide substantial economic support 
to Costa Rica; the great majority of this assistance is in the form 
of a cash grant to the Central Bank to finance essential imports. 
The assistance is program's stategy emphasizes the growth of the 
private sector as a dynamic source of economc development and 
employment. 


*This report was prepared in October 1987. 





PRODUCTION AND ECONOMIC GROWTH 


Costa Rica achieved a solid economic growth in 1986 ot 4.2 percent 
in real gross domestic product (GDP), a 1.5 percent improvement in 
real per capita GDP. This marked the country's fourth consecutive 
year of real economic growth following the 1981-82 crisis, although 
in per capita terms the economy has yet to regain pre-crisis real 
GDP, investment, and consumption. Nominal GDP rose 24.3 percent to 
239 billion colones, equivalent to roughly $4.2 billion, or $1,605 
per capita. 


Real GDP growth of just 1 percent in 1985 reflected restrictive 
demand management, weak performance in the productive sectors, and 
lower exports. The 1986 economy was dominated by improved terms of 
trade, with coffee export prices up sharply and petroleum import 
prices down. The resultant expansion in purchasing power stimulated 
gross fixed capital formation and personal consumption, which rose 
by roughly 9 percent and 5.8 percent respectively in real terms. 
Strong demand and lower import prices also facilitated a 9.4 percent 
increase in import volume. Reali government spending was up by a 
more moderate 2.1 percent. 


Industry and commerce (which together account for 40 percent of GDP) 
led the 1986 upturn, expanding 7.1 percent and 6.6 percent 
respectively during the year after much weaker growth in 1985. 

Gains were also recorded in transportation (5.6 percent), 
electricity generation (6 percent), and financial activities (5.5 
percent). 


Construction activity increased by just 1.3 percent although, based 
on private sector information, that estimate may be revised upward 
in the future. The soft spot in the Costa Rican economy was 
agriculture, where real output rose by an anemic 0.8 percent (after 
Shrinking 2.9 percent in 1985) due to poor climatic conditions and a 
cyclical low in coffee output. 


Based on the excellent 1986-87 coffee harvest and positive 
projections for all agricultural products except beef and rice, 
agricultural output should recover very nicely in 1987 after 2 poor 
years. Export-related industrial production should expand, while 
implementation of a key campaign promise of President 
Arias--construction of 80,000 new housing units--and other projects 
already under way should shore up construction. However, with lower 
world coffee prices and petroleum prices tending upward, it appears 
unlikely that the stimulus to real incomes arising from the 1986 
terms of trade improvement will be repeated in 1987. Low foreign 
exchange reserves will persist through the year, presenting 
continued constraints on the government's economic policy options. 
With no new strongly positive or negative factors without the 1986 
terms of trade stimulus, the outlook for 1987 is one of continued 
but more moderate economic growth, at perhaps 3 percent. 
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INFLATION, UNEMPLOYMEN' AND WAGES 


On a December-to-December basis, consumer prices accelerated trom 
10.9 percent in 1985 to 15.4 percent in 1986. It appears that this 
resulted partially from lower than warranted adjustments in 
controlled prices in late 1985, with catch-up adjustments made in 
1986. Wholesale prices increased 11.9 percent compared to 7.6 
percent in 1985. Inflation in 1987 is expected to be 15-16 percent. 


Open unemployment continued to decline from recession levels to a 
reported rate of 6.1 percent. However, much underemployment 
remains, and the Arias Administration has set itself a target of 
35,000 new jobs a year. The employed labor force rose 4.1 percent 
to 856,000 persons. Real average wages registered overall yains of 
3.8 percent during 1986. However, wage gains in the public sector 
were about twice as large as in the private sector (5.2 percent 
compared to 2.7 percent) in spite of government plans to control 
public sector spending. 


FISCAL POLICY 


Following a record public sector deficit of 14.6 percent of GDP in 
1982, stabilization programs have reduced the deticits to a ranye of 
5-7 percent of GDP in 1983-86 (5.3 percent in 1986). 


The most persistent element in the public sector deficit in recent 
years has been outlays by the Central Bank, which has little 
short-term flexibility to reduce its heavy interest payments on its 
external debt--much of it contracted to support an overvalued 
exchange rate in the late 1970s--or to increase its interest 
earnings. At about 9 billion colones in 1986, Central Bank losses 
were equal to 3.8 percent of GDP. 


In the nonfinancial public sector, deficit reductions have yenerally 
been achieved via higher revenues rather than controls on 
expenditures. This has resulted in a total tax burden equal to 22.7 
percent of GDP in 1986 (social security charges alone equal / 
percent of GDP). Tax receipts are heavily dependent on indirect 
taxes, with sales, consumption, and foreign trade taxes providing 7U 
percent of total receipts while the income tax produces just 14 
percent of the total. In 1986 expenditures rose 29 percent compared 
to a lower than expected revenue increase of 19 percent, producing a 
deficit equal to 3.4 percent of GDP. Government spending was 
notably high during early 1986 as the national election campaign 
drew to a close. 


During 1986 the total deficit of other public sector entities (state 
enterprises, municipalities, decentralized agencies, and the central 
administration) was 1.5 percent of GDP--the lowest in this decade. 
Positive factors included telephone and electricity taritf 
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adjustments, profits of the state oil refinery, and a reduction in 
losses on agricultural subsidies. 


For 1987, the proposed IMF Standby Agreement specifies a flexible 
central administration expenditure ceiling tied to specified revenue 
goals, leaving the Government of Costa Rica (GOCR) options in how it 
achieves a reduced deficit. A proposed tax increase package is now 
before the Legislative Assembly. 


MONETARY POLICY 


Monetary policy in Costa Rica is constrained by the general openness 
of the economy, by prevailing real interest rate levels in world 
money mwmarkets, and by the crawling peg exchange rate progran. 

Within these parameters, specific goals of the GOCR's monetary 
policy include the promotion of domestic savings through positive 
real interest rates, emphasis on market forces in the allocation ot 
credit, and a reduction in the public sector's claims on banking 
system credit. 


At 15.9 percent in 1986, expansion of credit to the private sector 
roughly equaled the rate of inflation. Growth in net domestic 
assets of the banking system was considerably less at 8.1 percent. 
There are no indications of strong increases in net public sector 
financing by the banking system. 


Real interest rates are strongly positive (nominally 25 to 34 
percent per annum). Although the Central Bank has discontinued the 
practice of fixing interest rates, strong demand has maintained 
rates at a high level. Also, high deposit rates are considered 
necessary to avoid renewed capital flight. 


No change in the restrictive nature of monetary policy is envisioned 
during 1987. The 1987 monetary program set out as part of Costa 
Rica's IMF Standby Agreement is designed to restrict overall credit 
expansion, lower the rate of inflation to about 1U percent by 
yearend, and strengthen the Central Bank's net international reserve 
position. In continuing the move to allocate credit via imarket 
forces, credit ceilings will be abolished, and the Central Bank will 
rely on changes in reserve requirements and open imarket operations 
as instruments of monetary control. 


FOREIGN EXCHANGE AND TRADE 


The Central Bank has continued the policy adopted in 1983 of 
periodic small devaluations designed to maintain competitive export 
prices without accelerating domestic inflation. The colon was 
devalued 17 times during 1986, for a total devaluation of 9.8 
percent on a December-to-December basis, and closed 1986 at 59.25 





ofa 


colones to the dollar. The Central Bank is expected to maintain 
this policy through 1987. 


Costa Rica's 1986 export performance was marked by higher revenues 
from its traditional export commodities, especially coffee, and from 
nontraditional product sales to new markets, which greatly 
outweighed a further slump in exports to the Central American 
countries. As a result, 1986 exports rose 15.7 percent to $1,077 
million, compared to $930 million in 1985. 


Costa Rica did not realize its initial export revenue projections 
from 1986 coffee exports, because production was considerably below 
normal and was sold largely after very high prices peaked. 
Nonetheless, with a 66 percent increase in average contracted export 
price, coffee export revenues were up 2U percent to $374 million. 
Somewhat lower prices for beef, bananas, and sugar were wore than 
offset by higher export volumes. Banana exports rose 5.7 percent in 
value to $224 million and beef exports were up 16.7 percent to $65 
Million. Sugar, with an export value ot $18.5 million in 1986, is 
no longer a major export commodity. 


Exports to the rest of Central America dropped 26 percent to $96 
Million or one half their 1983-84 level. To compensate, Costa Rican 
exporters have turned with increasing success to other foreign 
markets. In 1986, exports of nontraditional products outside the 
Central American region amounted to about $30U million, a 41 percent 
rise from the year before. 


Total Costa Rican imports increased about 15 percent in 1986 to 
$1,163 million. With petroleum imports about $55 million cheaper 
than in 1985, other imports rose substantially in real or volume 
terms (by 9.4 percent on a national accounts basis). Nonetheless, 
real imports remained more than 20 percent below the peak reached in 
1980 when heavy external loans were incurred to pay for then. 


Continued progress in implementing the government's strategy of 
reorienting the productive structure toward the export sector would 
be a major contribution toward lessening Costa Rica's chronic trade 
imbalances. 


The trade picture for 1987 is less favorable, due mainly to expected 
world price changes for coffee and oil. Coffee prices may drop 40 
percent below last year's average, which in spite of an anticipated 
record level in export volume, will cause a drop in receipts from 
coffee of about 15 percent. Revenue from other traditional export 
commodities is also likely to be slightly lower than in 1986. Sales 
to the Central American region have probably reached their low point 
and should be stable in 1987, while nontraditional exports to new 
markets should continue to expand. An expected moderate rise in 
petroleum import prices will contribute to a small increase in total 
import costs. Projections are for exports of about $1,055 million 
and imports of $1,205 million. 
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BALANCE OF PAYMENTS AND EXTERNAL FINANCING 


the 1986 trade deficit of $86 million was about $100 million less 
than in 1985. With the balance on services essentially unchanged, 
the current account deficit moved from $300 million in 1985 to $198 
million last year (4.7 percent of GDP). During 1986 a substantial 
increase in private capital inflows also occurred, apparently 
reflecting higher private investment activity, renewed confidence in 
long-term economic prospects and a response to interest rate 
differentials. 


Costa Rica has one of the world's highest per capita debts-- with 
total principal outstanding in 1986 estimated at $3.7 billion, the 
country's debt equalled 86 percent of its GDP. In 1986 alone, 
scheduled repayments on official debt totalled $667 
million--including $275 million in official interest payments and 
$392 million in principal repayments--equal to 62 percent of export 
earnings; however, only $406 million was actually paid. 


In recent years external assistance from foreign creditors has been 
the key factor in closing Costa Rica's foreign financial gap. 

During 1986 no new arrangements could be completed with the 
International Monetary Fund (IMF), foreign commercial banks or the 
Paris Club for debt rescheduling or new money, and total external 
assistance fell to $238 million, down by more than half from $57% 
million 1985. Assistance disbursed included $81 million of U.S. 
Economic Support Funds, $40 million from the World Bank's structural 
adjustment loan, and $115 million in project loans from 
international financial institutions. 


Costa Rica met its balance-of-payments gap by drawing down ofticial 
reserves, which fell $113 million by year-end, and deterring debt 
repayments, in part to reinforce its negotiating strategy aimed at 
obtaining new debt relief from foreign commercial banks and 
governments. By the end of the year, arrears had risen by $165 
million, compared to a 1985 reduction in arrears of $113 million. 


While a draft letter of intent has been agreed to by the GOCR and 
IMF staff, final approval by the IMF Board of Directors is awaiting 
further progress in GOCR talks with its foreign commercial bank 
creditors aimed at renegotiating the $1.5 billion debt with the 
banks. During 1987 the country is also attempting to reschedule its 
debt to foreign governments. ‘thus, the overall shape of Costa 
Rica's balance of payments for 1987 will depend on the results ot 
these negotiations. However, a reasonable projection for the 1987 
current account indicates a deficit of about $28U million. ‘This 
reflects a merchandise trade deficit of about $15U million, a 
deficit in services of $17U million, and positive net transters ot 
about $40 million. 
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IMPLICATIONS FOR THE UNITED STATES 


Costa Rica is an attractive location for trade and investment 
activities. It has a long democratic tradition, enviable domestic 
political stability, and a variety of close links with the United 
States. It possesses a well educated, healthy, and easily trainable 
population, and a well developed infrastructure of communications, 
electricity and transportation. The country has a background of 
government involvement in the economy, but in recent years the GOCK 
has made serious efforts to reduce bureaucratic burdens on the 
business sector. Both the prior and current administrations have 
given increased priority to enhancing the trade and investment 
climate. Application for membership in GATT demonstrates an 
awareness that the country's international business and trade 
activities merit active GOCR participation in the institutions that 
provide a stable context for such activities. 


Since 1984, Costa Rica has benefitted from the Caribbean Basin 
Initiative (CBI). Reflecting the special importance the United 
States attaches to the Caribbean Basin area, the CBI seeks to spur 
economic revitalization and expanded private sector opportunities in 
the region through a one-way free trade area allowing duty-free 
access to the U.S. market for the majority of CBI country products 
through 1995. (Exceptions include textiles and apparel, canned 
tuna, petroleum and petroleum products, footwear and certain leather 
products.) Subject to bilateral negotiations, apparel products 
produced in the CBI countries from cloth made and cut in the United 
States can benefit from a special program of guaranteed access 
levels to the U.S. market. 


The CBI has stimulated greater awareness of bilateral business 
opportunities in both the United States and Costa Rica, and levels 
of bilateral trade and investment activity are now much higher than 
before the program's inception. 


EXPORTING TO COSTA RICA 


U.S. products have consistently accounted for one third or more of 
total Costa Rican imports. American exports to Costa Rica have been 
strong in the following areas: apparel items (including materials 
for drawback operations), paper products, plastic film and plates as 
raw materials, computers, resins, office machines, and synthetic 
organic pesticides. The United States is also a significant 
supplier in the following industries: food processing and packaging 
equipment, metalworking, health care, and automotive parts. Sales 
prospects in these categories should remain good as long as 
equipment is generally price competitive and financing terms match 
Or are similar to those of foreign competition. With the 
introduction of the special guaranteed access level proyram for 
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textiles, U.S. formed and cut fabric should also be in demand in 
Costa Rica for assembly and reexport. Further specific information 
regarding exporting to Costa Rica is contained in the U.S. 
Department of Commerce publication, Overseas Business keport: 


Marketing in Costa Rica, availble at (202) 377-2527 or U.S. 
Department of Commerce Room 3314. 


Costa Rican imports from all sources increased 4.7 percent in 1986, 
to $1,163 million (CIF basis). U.S. exports to Costa Rica rose 13.9 
percent to $475 million (U.S. export statistics, FOB). 


IMPORTING FROM COSTA RICA 


Diversification of Costa Rican exports to the United States has been 
dramatic in the last few years; among the newer products available 
are toys, jewelry, wooden furniture, light machinery, plastic and 
rubber items, sanitary ware and glass containers. Apparel produced 
under the drawback regime has become the largest nontraditional 
export ($35 million value added in 1986), with shrimp, fresh or 
frozen fish, pineapple, cut flowers and ornamental plants, 
electrical parts, and processed foods also doing particularly well. 
Traditional commodity exports to the United States--bananas, coffee, 
beef, and sugar--equalled just over 5U percent of total U.S. sales, 
compared to a historical figure of about two thirds. 


In the 3 years since the CBI program was established, Costa Rican 
exports to the United States have expanded by 58.5 percent, ioving 
from $275 million in 1983 to $436 million (FOB) in 1986. In 
contrast, total Costa Rican exports to the world on an FOB export 
basis rose by just 23.4 percent over the same period. 


INVESTING IN COSTA RICA 


The GOCR attitude towards foreign investments in large measure has 
been positive. The Costa Rican constitution guarantees toreign 
investors the same legal rights as Costa Rican citizens, except for 
participation in political affairs. There are no legal restrictions 
On repatriation of profits, no discriminatory import policies or 
license requirements, nor joint-venture regulations that wight 
represent barriers to direct foreign investment in Costa Rica. 
Foreigners may legally own equity in Costa Rican companies and may 
invest in all areas not expressly reserved for state or parastatal 
entities. U.S. corporations may be organizing legally in several 
ways, including organization as a branch, joint venture or wnolly 
foreign-owned subsidiary, and as an incorporated company. 
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The Central Bank has established a debt-for-equity swap progral 
through which investments in Costa Rica can be set up on very 
attractive terms, particularly for export-oriented projects. 
Applications to date have far exceeded the amount the Central Bank 
deemed prudent to approve at this early stage, but as the first swap 
arrangements are evaluated, further opportunities of this type 
should become available. 


American investors in Costa Rica are eliyible to apply for U.S. 
Government Overseas Private Investment Corporation (UPIC) insurance 
against currency inconvertibility, expropriation, war, revolution, 
insurrection, and civil strife. OPIC also operates a program of 
loans and loan guaranties that provide medium- to long-term funding 
to overseas ventures involving significant equity and management 
participation by U.S. businesses. OPIC has introduced a new 
computerized Opportunity Bank which seeks to identify and match 
potential foreign investment projects with U.S. investors seeking 
investment opportunities abroad, including in Costa Rica. 


Within Costa Rica, the Center for Export and Investment Promotion 
(CENPRO) is a government entity established to assist prospective 
investors in gathering information to make their business decisions 
and in completing the various formalities required to set up an 
investment. CINDE (Costa Rican Coalition for Development 
Initiatives), an association of private sector leaders, operates a 
very active investment promotion program through its offices in the 
United States. The Costa Rican-American Chamber of Commerce in San 
Jose can provide a wealth of information on doing business here and 
has published an Investors Guide to Costa Rica that is available for 
purchase at the American Chamber of Commerce in Costa Rica. 


While there are few restrictions on foreign investments, the GUCR is 
particularly interested in agro-industry, specialty agriculture 
(flowers, ornamental plants, spices, jojoba, etc.), food processing, 
light assembly operations, especially textiles and electronics under 
drawback arrangements, and other labor intensive activities. 

Because of problems with squatters, investment in rural land should 
be limited to circumstances where the investor intends to actively 
develop the farms. Absentee land investment for speculative 
purposes and investments through land developers not well known to 
the investor are not recommended. Additional information regarding 
investments in Costa Rica can be obtained from the U.S. Embassy 
publication, Investment Climate Statement: Costa kica. Please 
write the U.S. Department of Commerce, Room 3314, to receive a copy 
of the Invesment Climate Statement. 
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